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Introduction

Trust funds are defined in the Federal
budget document as those funds “estab-
lished to account for receipts which are
held in a fiduciary capacity by the Gov-
ernment for use in carrying out specific
purposes and programs.” There is, how-
ever, great variety in the size and kinds
of trust funds.

According to the Office of Manage-
ment and Budget there were 831 trust
fund accounts on the book: of the Treas-
ury Department, as of May 1670. In-
cluded are 673 Indian tribal funds
which, for budget purposes, are consoli-
dated and treated as one fund. Eighteen
others are designated as “trust revolving”
funds; they carry on a cycle of business-
type operations and are normally re-
ported in the budget on a net basis (out-
lays vs. receipts) — the Federal Deposit
Insurance Corporation is a prime exam-
ple of this type.

Excluding the Indian tribal and trust
revolving funds, there are thus about
140 of what may be described as “regu-
lar” trust funds, under the budgetary
definition. Many are small and relatively
unfamiliar. Fourteen major funds ac-
count for all but a minor portion of total
trust fund finances reported in the budg-
et. These finance the principal social in-
surance programs, Federal employee
retirement and other benefits, veterans
insurance programs, and major transpor-

1. Public Law 91-258, approved _May 21, 1970.

tation programs. The Congress this year
established a major new trust fund, the
airport and airway trust fund.!

In both size and scope, the operations
of Federal trust funds have grown sig-
nificantly in recent years. For the cur-
rent fiscal year (1971) trust fund re-’
ceipts are estimated at $64.1 billion, and
outlays at $55.4 billion. By comparison,
actual trust fund receipts and outlays as
recently as fiscal 1965 were less than half
as large — $29.2 billion and $27.0 billion,
respectively.

The new unified Federal budget con-
cept, adopted in fiscal 1969, includes
trust fund receipts and outlays along
with strictly Federal (or general) funds
and the net result of the operations of
Federal lending programs. This change
followed the recommendations of the
President’s Commission on Budget Con-
cepts, appointed in 1967 by President
Johnson. Inclusion of the trust funds, of
course, enlarged the scope of the budget
and substantially increased overall totals.

Prior to fiscal 1969, the Federal budget
concept most familiar was the “adminis-
tzative budget,” which excluded trust
fund operations. Two other measures of
Federal financial transactions — the con-
solidated cash statement and the Fed-
eral sector of the national income ac-
counts — did partially include transac-
tions of trust funds.




The new budget concept initially
gained general acceptance. However, in

. recent months criticisms have been

voiced, particularly within the Congress,
on the ground that the new unified
budget tends to obscure the “true state”
of Federal finances (with large current
trust fund surpluses more than off-set-
ting substantial deficits in the general
fund accounts ). Congress has no control
over trust fund expenditures through the
annual appropriation process and but
limited control otherwise;2 thus Con-
gress is inclined to focus its attention
and concerns upon the Federal funds
sector of the budget. This sector con-
forms generally to the old administrative
budget concept. -

Additionally, Congress so far has de-
clined to alter the concept of Federal
debt or the statutory debt limitation to
accord with the unified budget concept,
as recommended by the Commission on
Budget Concepts. The trust fund stat-
utes require that unneeded balances. in
the funds be invested in Treasury secu-
rities, and in recent years the amount of
Federal debt held by these funds has
been increasing while that held by the
public has been declining. This develop-
ment also raises interesting questions.

The 1970 establishment of the new
airway trust fund, and current contro-
versy over a proposal to broaden the
highway trust fund so as to provide fi-
nancing for other Federal or Federally-
aided transportation programs, also di-
rect attention to the use and operation
of the trust fund device.

Scope of Study

Trust fund programs loom increas-
ingly large in the total picture of Federal
finances. This study examines the opera-
tion of the funds, their character and
growth, and their budgetary and other
implications. The focus is primarily upon
the 14 major trust funds.

The study attempts no evaluation of
the philosophy or merits of programs
financed through the trust funds; how-
ever, certain questions are raised as to
the appropriateness of the use of this
funding device for certain types of
programs.

Most of the information included is
based upon material provided in Federal
budget documents, reports provided by
the Treasury Department and the agen-
cies which administer the trust funds,
and Congressional reports and debates.
Except where specially noted, all years
mentioned refer to the Federal fiscal
year, ending June 30.

Sections II and III explore the back-
ground and nature of the major trust
funds, their growth, and current status.
The fourth section analyzes the implica-
tions of the trust funds in the context of
the unified budget concept. Section V
discusses the trust funds in relation to
problems of expenditure control. The re-
lationship of the funds to public debt is-
sues is examined in Section VI. The final
section summarizes major issues and of-
fers some general comment and con-
clusions.

2. This matter of controllability of trust fund expenditures requires further explanation. The Executive can
exercise some control over certain trust fund outlays, such as those for highway construction, Control of trust
fund outlays by Congress through the regular annual appropriation process is definitely limited. But Congress

does affect these outlays through the

Pproc 1 by actions to adjust social

security benefit levels, the taxable wage basc, or social security payroll tax rates. In a broader technical sense,
of course, Congress could excrcise whalever control over these prog it desired, ug| of
the basic statute, even to abolishing trust funds or programs currently financed through this device.

IL
Nature of Trust Funds

Federal trust funds of the kind and
scope currently operating are a compar-
atively recent innovation. Prior to 1920
the Department of the Treasury acted
as custodian of numerous accounts
which were referred to as “special trust
funds,” but these really were simply de-
posit or “holding” funds. They had none
of the characteristics of the huge trust
funds which currently account for nearly
one-third of all Federal receipts, and
about one-fourth of all expenditures.

Most of the more than 800 trust fund
accounts on the books of the Treasury
today are still, in effect, deposit funds.
The hundreds of Indian tribal funds are
essentially of this type. The list also in-
cludes numerous other funds which
serve primarily as depositories for spe-
cial gifts or donations, for receipts from
sales, or for fees for services.

The 14 major trust funds account for
98 percent of all trust fund receipts and
almost 99 percent of their outlays. These
funds are identified in Table 1; it also
indicates for each the basic source of
financing, the administering agency, and
the statute under which each was cre-
ated.

Characteristics of Major Funds

These 14 major funds have certain dis-
tinctive characteristics. They are vari-
ously financed through special taxes on
employees and/or employers, other ear-
marked taxes, contributions by individ-

vals and the government, payment of
premiums, - with substantial contribu-
tions from general funds in certain in-
stances. They provide benefits or related
services to specified groups of individ-
uals, or insure availability of funds for
specified purposes or programs, un-.
der statutory directives. Amounts not
needed for current operations or pay-
ments must, by statute, be invested in
Treasury securities (usually special is-
sues) or Federal agency issues, with
certain relatively minor exceptions.
Accordingly, they  derive substantial
amounts of interest income. Their out-
lays are subject to only limited review
and control through the annual Congres-
sional appropriation process.

The forerunners of this group of trust
funds were the United States Govern-
ment life insurance fund and the civil
service retirement and disability fund.
The former was created by Congress in
1919, to receive premiums and pay
claims on insurance issued to veterans
under provisions of the War Risk Insur-
ance Act. Unneeded balances were
“available for the purpose of invest-
ment.” '

The Civil Service Retirement Act of
1920 established the civil service retire-
ment and disability fund, financed ini-
tially by employee contributions only.
This act included a provision relating to
the investment of unneeded fund bal-
ances which set the pattern for what has

1. Annual Report of the Secretary of the Treasury, fiscal year 1920.




Table 1

Major Federal Trust Funds—Selected Characteristics

Account

Basic financing

Administening agency

Statute

SOCIAL INSURANCE

Federal old-age and survivors
insurance trust fund

Federal disability tnsurance
trust fund

Federal hospital insurance
trust fund

Federal supplementary medical
insurance trust fund

Unemployment trust fund

Railroad employees retirement
accounts

Special payroll tax on covered em-
ployees and employers, and on
self-employed individuals, n-
terest on investments, some
general fund contributions

Special payroll tax on covered
employees and their employers
and on self-employed individ-
uals, contnibutions from gen-
eral revenues to cover benefits
to aged persons not eligible
under social security program

Monthly premium payments by en-
rollees with matching contribu-
tions from general revenues,
premium payments deducted
from monthly benefit payments
to social secunty, railroad re-
tirement, or cwvtl service re-
cipients

Special state payroll taxes, pri-
marily from employers, Federal
tax for adminmistrative costs

Special payrol! taxes paid by rail-
road employees and their em-
ployers

Social Security Administration,
Department of Health, Educa-
tion, and Welfare

Railroad Retirement Board

3

Bureau of Employment Secunty,
Manpower Admtnistration,
Department of Labor

Public Law 76-379

August 10, 1938

Social Secunity Act
Amendments of 1939

Public 84-880

August 1, 1956

Social Secunty Act
Amendments of 1956

Public Law 89-97

July 30, 1965

Social Security Act
Amendments of 1965

Public Law 74-271

August 14, 1935

Social Security Act
of 1935

Public Law 75-162

June 24,1937

Railroad Retirement
Act of 1937

Table 1—(Continued)

Account

Basic financing

Administening agency

Statute

FEDERAL EMPLOYEES

Cwvil Service retirement and
disability fund

Employees life insurance fund

Employees health benefits fund

Retired employees health
benefits fund

VETERANS

United States Government life
irsurance fund i

National Service Life Insurance
fund

TRANSPORTATION
Highway trust fund

Airport and atrway trust fund

Federal civilian employee contri-
butions as a deduction from
wages, matched by Federal con-
tributions

Premiums withhheld from Federal
civiiian employees, with a 50
percent matching by employing
agency

Payroll withholdings from em-
ployees' salaries and annui-
tants' benefits with general fund
payments of 40 percent of cost

Contributions from enrolled par-
;ncugants and general Treasury
un

veterans

Premium payments by covered

Premium payments by ellgnble}
members of the armed forces

Federal taxas on motor fuel, lubri-
cating oil, tires and tubes, new
trucks, buses and trailers, truck
and bus parts and accessories,
and on heavy vehicle use

Passenger excise tax, international
passenger head tax, gasoline
and jet fuel tax, air cargo way-
bill tax, annual commercial air-
plane registration fee plus take-
off weight per pound charge

U S. Civil Service Commission

Veterans Administration

Federal Highway Administration,
Department of Transportation

Federal Aviation Administration,
Department of Transportation

Public Law 66-215

May 22, 1920

Civil tServnce Retirement
c

Public Law 83-598
August 17, 1954
Federal Empioyees’
Group Life Insurance
Act of 1954

Public Law 86-382
September 28, 1959
Federal Employees
Health Benefits Act
Public Law 86-724
September 8, 1960
Retired Employees
Health Benefits Act

Public Law 66-104
December 24, 1919
Public Law 76-801
October 8, 1940
National Service Life
insurance Act of 1940

Public Law 84-627

June 29, 1956

Federal-Aid Highway
Act of 1956

Public Law 91-258

May 20, 1970

Asrport and Airway
Development Act of
1970




become an important feature of all major
trust funds. It directed the Secretary of
_the Treasury “to invest fraom time to time
in interest-bearing securities of the
United States” such portions of the fund
as “in his judgment may not be immedi-
ately required for the payment of an-
nuities, etc.,” with “the income derived
from such investments to constitute a
part of the fund.”?

Subsequent acts of Congress have ad-
justed the premiums or contributions
paid into these funds, and the levels of
benefits, refined the investment require-
ments, and provided for regular govern-
ment contributions from general funds
to the civil service retirement fund.

No additional trust funds of major im-’
portance were established until 1935. In
that year, with enactment of the original
Social Security Act,? the unemployment
trust fund was established, from which
payment of unemployment compensa-
tion benefits are made. The basic financ-
ing is derived from special state payroll
taxes, primarily on employers. A Federal
tax (0.4 percent of the first $3,000 of cov-
ered employees’ wages) is also levied
to finance Federal-state administrative
costs.

The Social Security Act of 1935 also
established the old-age and survivors in-
surance program. Initially the financial
transactions for this program were han-
dled through an “old age reserve ac-
count;” the Federal old-age and survi-
vors insurance (OASI) trust fund was
established (effective January 1, 1940)
with the enactment of the Social Secu-
rity Act Amendments of 1939.4 Financed
by a special tax on. covered employees

and their employers (and by subsequent
action, from the self-employed), it is
from this fund that the basic old-age
(social security) benefits are paid.

The Railroad Retirement Act of 19375
established another trust fund — the rail-

road retirement account—through which

are paid all aonuities, pensions, and
death benefits of railroad workers. The
basic financing for this fund is provided
by special taxes paid by railroad em-
ployers and employees. Provision also
has been made for annual financial in-
terchanges with the social security
system. '

Other trust funds in the social insur-
ance category were created later. The
Federal disability insurance trust fund
was established by the Social Security
amendments of 1956, to handle financial
operations of the system of monthly dis-
ability benefits payable to insured work-
ers and their dependents. It derives its
financing from the same source as the
OASI fund, i.e., special employment
taxes. The Federal hospital insurance
and supplementary medical insurance
trust funds came into being with enact-
ment of the Social Security Act Amend-
ments of 1965.7 The hospital insurance
program provides protection for persons
on the social security and railroad retire-
ment rolls, and certain others, against
costs of inpaticnt hospital services, post-
hospital extended care services, and
post-hospital home health services. It is
also financed by a special tax on covered
employees and employers, and the self-
employed; costs for beneficiaries not
under social security or railroad retire-
ment programs are met from general
revenues. The supplementary medical

. Public Law 66-215, and Annual Report of the Secretary of the Treasury, fiscal years 1921 and 1922.

. Public Law 74-271.
. Public Law 76-379.
. Public Law 75-162.
. Public Law 84-880.
. Public Law 89-97.

insurance trust fund is financed through
monthly premium payments by enroll-
ees, with matching contributions from
general revenues of the Treasury. Almost
all persons aged 65 and over are eligible
for enrollment in this program, designed
to cover costs of physicians’ services not
covered under the hospital insurance
program, outpatient services, and certain
other medical costs.

Legislation in 1940% established :he
national service life insurance trust
fund, to provide a system of life insur-
ance for persons in active service in the
military forces in World War I1. The
program is largely self-supporting, ex-
cept for administrative expenses and
certain extraordinary claims. It is fi-
nanced primarily through payment of
premiums by the insured, plus invest-
ment income.

The list of major trust funds alsc in-
cludes three others established to pro-
vide additional benefits for Federal em-
ployees. The Federal employees life
insurance fund to finance payments to
private companies for employees’ group
life insurance was inaugurated in 1954.°
Financing is provided by premiums
withheld from the salaries of employees,
and a 50 percent matching by the em-
ploying agencies. In 1959 the Federal
employees health benefits trust fund was
created.!® This fund pays health Lene-
fits for active Federal employees and for
those who retired after June 1960, or
their survivors, with the monies pro-
vided by withholdings from active em-
ployees and annuitants, and general
fund contributions ( which have recently
been increased to 40 percent of the

. Public Law 76-801.
. Public Law 83-598.
. Public Law 86-382.
. Public Law 91-418.
. Public Law 86-724.
. Public Law 84-627.

cost).!! In 1960 a separate fund was
established!? to finance both the cost of
health benefits for retired employees
and survivors who enroll in a govern-
ment-sponsored uniform health benefits
plan and contributions to retired em,
ployees and survivors who retain or pur-
chase private health insurance. Contri-
butions from enrolled participants and
a government contribution from general
funds support this fund.

A Departure

These social insurance, Federal em-
ployee benefit, and similar trust funds
have one common denominator: their
basic financing is provided largely
through special taxes or contributions
on individuals, or groups of individuals
for programs which will subsequently
provide benefits to the contributing in-
dividuals. These 12 funds thus appear
to fall within the budgetary definition
of funds held in a “fiduciary capacity”
by the Federal Government.

The other two major trust funds — the
highway and the new airport and airway
trust funds — depart somewhat from this
pattern. The highway fund was estab-
lished in 1956.13 Its purpose is to provide
for completion of the national system of
interstate and defense highways, and in-
creased support for the Federal-aid pri-
mary and secondary road systems (re-
feired to as the “ABC” program),
through 1972. Revenues derived from
Federal taxes on motor fuel, lubricating
oil, tires and tubes, new trucks, buses,
and trailers, truck and bus parts and ac-
cessories, and the heavy vehicle use tax,
are dedicated to this trust fund. Col-



lected from the producer, these taxes are
passed along through’ distributors and
~ dealers and ultimately are paid by con-
sumers.!* The trust fund is the sole
source of Federal support for the Fed-
eral-aid ABC and interstate highway
programs.

The new airport and airway trust fund
follows almost the same pattern. It is
designed to provide assured levels of
Federal assistance for the construction,
improvement, or repair of public air-
ports (including land acquisition), es-
tablishment, or improvement of air
javigation facilities, and related re-
search and development activities. These
activities will be financed through desig-
nated Federal taxes earmarked for this
fund — a tax on domestic air passenger
tickets, a head tax on passengers depart-
ing on international flights, additional
levies on air freight waybills, aircraft
fuels, aircraft tires and tubes, and an air-
craft use tax. General fund contributions
will be required for several years to sup-
plement this fund.

The significant differences between
these two and other trust funds de-
scribed have been pointed out: the rev-
enues which support the highway and
airway funds are, in some opinion, es-
sentially general-type revenues, with-
held from the general fund of the Treas-
try and specifically earmarked to finance
these programs; and the programs so
financed are said to be of a more “public”
nature than the limited special benefit
purpose of the social insurance and other
trust funds.

The earmarking of revenues, particu-
larly for general purposes, has long been
looked upon with disfavor by many stu-
dents of public finance. An earlier Tax

Foundation study!S cited these objec-
tions levelled by critics of earmarking:
the practice can hamper effective budg-
etary control; it can lead to a misalloca-
tion of funds, giving excess revenues to
some functions while others are under-
supported; it introduces a strong ele-
ment of rigidity into the budget; ear-
marking statutes tend to remain in effect
after the purpose for -which they were
established has been accomplished; and,
finally, earmarking infringes on the pol-
icy-making powers of both the executive
and the legislature.

Proponents of earmarking, on the
other hand, contend that the practice
makes it possible to require those who
benefit from a government program to
pay for it; that it assures a minimum
level of support for desired govern-
mental activities along with continuity
for specific projects; and that earmarking
can help to induce the public to sup-
port new or increased taxes.

More Earmarking?

While numerous proposals to expand
the scope, coverage, and outlays of the
social security, health insurance, and
similar funds are regularly advanced,
some of the strongest recent pressures
for expansion of trust fund operations
have been focused upon the “earmark-
ing” type of fund. The establishment of
the airport and airway trust fund re-
sulted from such pressures. Previously,
Federal assistance for airport construc-
tion and related programs had been
financed from the general fund. Pro-
posals for new taxes on aircraft fuel, etc.,
were repeatedly ignored or rejected —
until in 1970 such taxes were specifically
tied to spending for airport and airway
facilities.

14. Federal-Aid Financing and the Highway Trust Fund (FE-Summary-1969), Federal Highway Administration,

Department of Transportation.
1S. Earmarked State Taxes, June 1965.
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Proposals now pending would shift

" the financing of forest and public land

highways from the general fund to the
trust fund. It is also proposed to finance
highway beautification and safety pro-
grams through the trust fund, or to es-
tablish 'a separate trust fund for this
purpose. Additionally, recommenda-
tions have been made that the scope of
the highway fund be expanded to pro-
vide funds for bridge replacement on
Federally-aided road systems, to pro-
vide trust fund financing for a new
urban highway system, and other similar
programs. '

Considerable attention is being given
currently to a proposal, supported by the
Secretary of the U. S. Department of
Transportation, under which the present
highway and airway trust funds would
be combined into an expanded single
transportation fund to provide Federal
support for all modes of transportation
and types of projects.

Another program innovation now in
the spotlight also would involve the ear-
marking of substantial general revenues
— Federal revenue sharing with states
and local governments. The Nixon Ad-
ministration has advanced this tax shar-
ing plan as a key element in its “new
Federalism.” While the proposal does
not envision creation of a new trust
fund, it would establish a permanent
appropriation account in the Treasury,
funded by an “earmarked” percentage
of certain tax collections (or the tax
base), and would thus operate in much
the same way as do the trust funds.
Section V discusses this proposal.

_ Such expansions, if approved, could
be expected to generate demands for
use of the trust fund and similar devices
to support other programs and activities.
And such action, if taken, could have
important budgetary implications, af-
fecting both revenues and outlays, as
well as controllability.
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In the last few years the Congress has
sought to impose a “ceiling” on annual
" budget outlays by enacting a legislative
expenditure limitation. Such limitations,
however, have usually exempted the ex-
penditures of the social security and sim-
ilar trust funds, along with certain other
“relatively uncontrollable” programs;
thus the limits have not affected trust
fund expenditures. Obviously, if re-
straint on the growth of total Federal
spending appears desirable, the exclu-
sion of these large amounts will mate-
rially impair efforts to achieve that
restraint. This omission has in fact con-
tributed to the impairment of effective-
ness of recent attempts to impose a legis-
lative limitation on spending.

Program Priority Aspects

Criticism also has recently been di-
rected at certain trust fund operations
on the ground that they can adversely
affect efforts to re-order budgetary prior-
ities. In recent testimony before a Senate
Public Works subcommittee, Senator
Gaylord Nelson strongly urged that the
segregation of highway tax monies be
terminated, and the highway trust fund
abolished. “Sound fiscal policy,” he
argued, “would dictate that Federal-aid
highway funds be appropriated in con-
sideration of a total view of national
priorities.” This is admittedly a contro-
versial issue, with others vigorously de-
fending the dedication of user taxes for
highway construction and improvement.

3. Cong

Trust fund operations may, however,
also affect the availability of general
Treasury funds for other programs in
other ways. Under the trust fund statutes
the government is required to make sub-
stantial general fund contributious to the
civil service retirement fund, the social
security and health insurance funds, and
certain others. In 1969 such general fund
contributions totaled more than $4.0 bil-
lion. This is in addition to the payment
of more than $3 billion in interest, also
from general revenues, on debt securities
held by the trust funds. Thus a total of
more than $7 billion from general rev-
enues, which might otherwise be avail-
able for other Federal programs or for
tax relief, was paid to the trust funds in
that year.

Finally, the trust funds have regularly
been accumulating substantial surpluses
each year, and are expected to do so for
some years in the future. General fund
payments into the trust funds contrib-
uted significantly to these surpluses.
Since the balances in these funds in
excess of current operating needs must
be invested in Treasury securities, the
surpluses provide a ready source of
borrowing which does not require the
Treasury to compete in the private capi-
tal markets. The question arises, there-
fore, as to whether this practice may not
encourage debt financing of other new
orexpanded Federal spending programs,
or at least lessen the resistance to pro-
posals requiring increased outlays.

! Expenditure Limi An Eval
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Trust Funds and the Public Debt

Unquestionably, one of the most con-
fusing aspects of trust fund operations
is their relationship to the make-up and
concept of the Federal debt, and to the
statutory debt ceiling. And with an in-
creasing proportion of the total Federal
debt consisting of securities held by trust
funds, this confusion is aggravated, both
for citizens and officials.

At the end of 1969 the amount of Fed-
eral debt held by the public was $279.5
billion, and that held by trust funds and
Federal agencies totaled $87.7 billion.
By the end of 1971, however, debt held
by the public is estimated to decline
slightly, while that held by trust funds
and agencies is projected to increase to
more than $105 billion. This trend will
likely continue so long as the trust funds
accumulate sizable surpluses each year.

The Commission on Budget Concepts
recommended adoption of a debt con-
cept consistent with the definitions of
budget receipts and outlays under the
unified budget concept. In so doing, the
report explained:

The unified budget recommended by the
Commission entails the elimination of all
intragovernmental transactions among
different funds and agencies included in
that budget. Thus the Commission’s rec-
ommendations point to the exclusion
from the definition of Federal securities
held by the public the holdings of all
such securities by any Government ac-
count, trust fund, or agency whose re-
ceipts and expenditures are included in
the budget.

Basically, adoption of such 2 debt con-
cept would add to the present concept

certain securities issued by Federal
agencies, to produce a total of “gross
debt outstanding,” from which Treasury
and agency securities held by govern-
ment agencies and by trust funds would
then be deducted to produce the “net
debt” concept. Essentially, this net debt
would be limited to Federal securifies
“held by the public.”

The commission made no recommen-
dation with respect to changing the stat-
utory debt limitation, but did suggest
re-examination of that ceiling with the
new debt concept in mind.

Position of Congress

When Treasury and budget officials
appeared before the House Ways and
Means Committee in early 1969 and
again in 1970, to seek increases in the
statutory debt ceiling, they urged a
change in the concept of debt subject to
the statutory limitation to conform with
the budget concept commission’s recom-
mendation. In suggesting that the under-
standing of the Congress and the public
would be enhanced “if the debt subject
to the limit were brought more in accord
with the unified budget concept,” former
Director of the Budget Robert P. Mayo
poirted out: '

Under the present concept, an increase
in the debt limit of considerable size is
needed, even though our estimated
budget deficits are small. This need oc-
~curs because the laws establishing the
trust funds require that we invest their
surplus funds in government securities.
As long as the trust funds are operating
at a surplus, and thus acquiring addi-
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tiona! Treasury issues, .the debt subject
to the ceiling increases even if the overall
budget is in balance. Conversely, if at

. some time in the future, the trust funds
happened to operate at a deficit, the debt
subject to limit might decline, even
though the -unified budget had no sur-
plus.2

The point was demonstrated in 1969
when, even though the unified budget
was in a surplus position, the Treasury

was required to request a substantial in- -

crease in the statutory debt limit; Con-
gress had no alternative but to comply.

Mr. Mayo also argued that “from an
economic analysis standpoint, the debt
that is important here is the debt held by
the American public—individuals, banks,
insurance companies, and so on. This is
the debt that affects interest rates di-
rectly. The debt held by the trust funds
has only a very indirect effect on interest
rates.”?

The reaction of the Ways and Means
Committee in both instances, however,
was negative; the recommendation was
not acted upon. While acknowledging
the confusion which now exists, some
members of the committee argued, in
effect, that “debt is debt,” and that to
differentiate between debt held by the
public and that held by trust funds
would not dispel confusion, but only
create as much or more, even though in
a different direction. The following col-
loquy between Representative Byrnes
and Secretary of the Treasury David M.
Kennedy, during a 1970 committee hear-
ing, illustrates the point:

MR. BYRNES. There isn’t any differ-
ence, is there, in borrowing from the
general public or borrowing from the
trust funds?

SECRETARY KENNEDY. There is a
terrific market difference, yes, but not
from the standpoint of the total—interest
rates, economy and so on.

MR. BYRNES. But as far as the obli-
gation of Uncle Sam is concerned, as far
as the obligation of the general govern-
ment is concerned, a bond or a note held
by a trust fund is just as much an obliga-
tion and just as much a part of the debt
as a bond held by an insurance company
or anyone else in the public.

SECRETARY KENNEDY. It is a part
of the debt of the United States, that is
right.

MR. BYRNES. It is the same kind of
obligation. It has to be paid.

SECRETARY KENNEDY. It has to
be paid. It is a debt, that is right.?

The committee also took the position
— which, in the light of later action, ap-
peared also to represent the position of
the Congress — that it was the unified
budget concept, as much as the debt
concept, which was responsible for the
confusion over this issue. This position
was spelled out in the committee’s report
on the most recent debt ceiling increase
measure:

The difficulty, of course, is that the debt
limitation, in most respects, is based
upon the Federal funds budget rather
than the unified budget which is the
budget generally presented to the pub-
lic. The unified budget shows the deficit
or surplus, however, not just in the Fed-
eral accounts as such, but also takes into
account the various trust funds which
the Federal Government holds in what,
for the most part, can be considered as
a fiduciary capacity. As a result, while
the unified budget may represent the ap-
propriate way to view the budget from
the standpoint of its overall economic
impact or in viewing its financing inso-
far as the public is concerned, it does not
reflect the cost of managing what is

1. Hcanngs belorc the Committee on Wavs and Means, House of Representatives on the Administration’s
prop: the y debt ceiling, May 1970.

2. Ibid.
3. Ibid.
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strictly the Federal funds as distinct from
trust funds. To concentrate only on the
unified budget when considering the
Federal Government’s debt ignores the
debt owed these trust funds by the Fed-
eral Government.4

In line with this viewpoint the com-
mittee — and others in Congress as well
— insisted that more emphasis be focused
upon the general Federal funds budget.
In the report just quoted, the committee
also requested budget officials to include
a new section in future Federal budget
documents which “will develop the Fed-
eral funds deficit or surplus in much the
same way as the present document de-
velops the unified budget,” to be “placed
toward the forefront of the budget docu-
ment so that the Federal funds concept
will receive adequate attention by the
public.”s

The attitude of the committee and the
Congress probably also reflects the fact
that many Members regard the statutory
debt limitation as a valuable, if imper-
fect,.tool for enforcing some degree of
expenditure restraint or control. In this
view, a change in the concept of debt
subject to the statutory limitation which
would exclude trust fund debt from that
ceiling would tend to weaken it as an
instrument for requiring expenditure
restraint. Representative Mills of Arkan-
sas, Ways and Means Committee Chair-

man, probed at this point during the

1970 debt ceiling hearings, when he
stated:

If we did what was recommended last
year or the year before, I believe, and
brought the debt ceiling concept into
proper relationship with the unified
budget concept, the excess of the in-
crease in intake in the trust funds over
the outgo from the trust funds would
make it possible in almost all situations

to provide a sufficient cushion to take
care of the deficits that you would nor-
mally accumulate in the Federal [funds]
accounts.$

1 tment Polici

The basic statutes creating the major
trust funds impose upon the Secretary of
the Treasury the duty of investing such
portions of those funds as is not required
to meet current withdrawals, but “only
in interest-bearing obligations of the
United States or in obligations guaran-
teed as to both principal and interest by
the United States.” In addition those
statutes, in all but one or two instances,
provide for issuance of special issues ex-
clusively to the trust funds, and include
provisions determining the rates of inter-
est paid on securities held by the trust
funds. In certain cases, notably the social
insurance and civil service retirement
funds, the statutes also require that spe-
cial issues shall have maturities fixed
with “due regard to the needs of the trust
funds.”

Most of the trust fund investments
have been in special Treasury issues —
over 85 percent as of December 31, 1969.
Some of the trust fund statutes have pro-
vided that such special obligations shall
be issued “only if the Secretary of the
Treasury determines that the purchase
of other interest-bearing obligations of
the United States, or of obligations guar-
anteed as to both principal and interest
by the United States on original issue or
at the market price, is not in the public
interest.”? It has, however, been the basic
policy of every Secretary of the Treasury
to invest trust fund monies meainly in
special issues, irrespective of the word-
ing of the basic statute. Some of the

4. House Report 91-1130, accompanying H. R. 17802, May 1970.

5. ibid.

6. Hearuﬂs bcfora House Ways and Means Committee on the Adiministration request for an increase in the debt

limit, May 1970.
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reasons in support of this policy cited
earlier by the Treasury Department, and
still considered appropriate, are:

The practice of issuing special obliga-
tions to Government trust funds, instead
of permitting them to satisfy their in-
vestment requirements through open
market purchases of Government obli-
gations, has been followed because of
certain important advantages that have
become apparent. Among these have
been the following: (1) The bond mar-
ket is not disturbed periodically by pur-
chases and sales of large blocks of securi-
ties; (2) the trust funds are provided
‘with a ready avenue of investment and
no attention need be given to short-term
fluctuations in market prices; (3) in the
case of retirement and social security
funds, the funds can always earn the in-
terest return specified by Congress when
it fixed the appropriations for the funds;
and (4) savings can be effected because
of the smaller number of securities to

administer, and commissions to brokers
on purchases and sales are eliminated.?

The single compelling reason cited for
investing trust fund monies in market-
able securities rather than special issues
has been the need to stabilize the Gov-
ernment securities market, i.e., one in
which prices are falling. But it is pointed
out that these are also the times when
the narrower interests of the trust funds
are likely to be served by acquisition of
special issues.’ Additionally, market pur-
chases would deprive the Treasury of
the use of the cash for current opera-
tions, and require it to replace the special
issues through new market borrowings.

The reference to “use of the cash” for
current operations raises a point which
has on occasion been the focus of some
controversy. There have been criticisms

7. Such a provision was included in the most reocem of these statutes, Public Law 91-258, establishing the airport

and airway trust fund, approved May 21, 1970.

8. Annual Report of the Secretary of the Treasury, fiscal year 1940,

Table 6
Investments of Trust Funds, as of December 31, 1969
(Millions)
;mﬁ'c Special ‘l’rz:tsau'ry Agency Fz‘::;al Grand
Trust fund 155u8s issues iti itl iti total
Old age and survivors
insurance $3,522 $23,718 $27,240 $ 640 $ 20 $27,900
Disability insurance 315 3,428 3,743 115 20 3878
Supplementary medical
insurance — 182 182 — —_ 182
Hospital insurance —_ 2,408 2,408 - 70 — 2,478
Unemployment 2,254 10,675 12,92§ 215 . 20 13,164
Highway — 1,953 1,953 _ —_ 1,953
Railroad retirement 793 3,235 4,028 210 20 4,258
Civil service retire-
ment and disability 2,418 17,818 20,237 510 20 20,767
National service
life insurance —_— 6,966 6,966 455 _— 7,421
Total $9,302 $70,383 $79,686 $2,215 $100 $82,001

Source: Treasury Department; from hearings on the Federal Budget for 1971, before Committee on Appropriations,

House of Representatives, February 1970,
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_ of this practice, on grounds that it “com-

promised” the trust funds and might
result in an inability to meet benefit and
other commitments of those funds in
future years. The response of officials is
to point out that (1) the funds are sep-
arately "accounted for, and there is no
question that the debt securities held by
the trust funds will be redeemed as re-
quired, as would any other debt issues,
and (2) if the Treasury did not borrow
from the trust funds it would be required
to go into the market for its financing
needs more frequently.

Trust Fund Holdings

Prior to establishment of the social
security trust fund (OASI) in January
1940 the investments of trust funds in
debt securities were, of course, relatively
small. In 1941, trust fund investments
totaled about $6.2 billion. By 1951 these
investments had grown to $35.9 billion —
reflecting the sharp growth of the OASI
fund, as well as the unemployment insur-
ance fund, and the national service life
insurance fund established in behaif of
World War 11 veterans.

"The debt security holdings of the trust
funds stabilized in the early 1960’s at
around $44 billion, but then increased
dramatically beginning in 1967. Between
June 30, 1966 and December 31, 1969,
the amount of debt securities held by
these funds rose from about $50 billion
to $82 billion.

The old-age and survivors insurance,
unemployment insurance, and civil serv-

_ ice retirement funds account for about

three-fourths of the total debt holdings
of all trust funds. Table 8 provides de-
tails of the investments status of the
major funds at the end of 1969.

Interest Paid to Funds

Interest credited to the trust funds on
their debt holdings, paid out of general
revenues, involves substantial amounts.
Tt is estimated that in the 1971 fiscal year -
the interest income of these funds will
exceed $4 billion — about one-fifth of
total budget outlays for interest.

The interest commitment to the trust
funds has frequently been the subject
of debate. When the original Social Se-
curity Act was under consideration in
the House of Representatives, the issue
was raised in connection with the estab-
lishment of the “old-age reserve ac-
count,” subsequently to become the
OASI trust fund. Representative Tread-
way of Massachusetts protested the in-
vestment requirement and interest com-
mitment, arguing that “even if our debt
should be retired, our taxpayers would
still have to pay . . . interest on the an-
nuity reserve. . . . This interest must be
paid whether the government has any
use for [the reserve fund monies} or
not.”™ On the other hand, it can be ar-
gued that the taxes or contributions paid
to the trust funds represent a kind of
“compulsory lending,” for which pay-
ment of interest is justifiable.

It also has been argued that elimina-
tion of interest payments to trust funds
would result in budget savings, through
reduction of benefit or program levels.
Others contend that interest elimination
would not reduce budget outlays, and
would more likely result in increases in
the tax and contribution levels which
provide basic financing of those funds.
Certainly in the case of the social insur-
ance trust funds their outlays are deter-
mined primarily by the levels of benefits,
and thus would presumably be unaf-
fected by a decision to terminate inter-

9. Congressional Record, Volume 79, pages 5532-3, The question of retirement of the total Federal debt is, of

course, an academic one.
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Table 7

Interest Payments to Major Trust Funds

Fiscal Years 1560-1969

(Mitlions)
Total,
Trust fund 1969 1868 1967 1866 1965 1964 1963 1862 1961 1960 1960-1969
Federal old-age and
survivors tnsurance $1008 ¢$ 896 $ 718 $ 587 § 582 $ 538 $ 511 §$ 537 §$ 528 $ 515 $ 6,420
33s 18+ 51s
Federa! disability
tasurance 140 83 62 59 65 68 70 70 61 48 726
9 5 14+
Health insurance (funds) 113 75 59 7 —_ —_ _— _ —_— —_ 254
Unemployment 517 439 383 309 255 213 191 173 204 188 2,872
20 19 39
Railroad retirement 185 174 157 150 143 130 105 107 111 110 1,372
13 7 20+
Federal employees -
retirement (funds) 805 705 619 546 482 420 362 316 280 251 4,786
28 16 44+
Highway 52 34 14 8 11 20 14 7 2 2 164
Veterans life insurance
(funds) 256 242 225 224 216 210 210 210 213 211 2,217
24s 45+ 69
TOTAL $3,076 $2,648 $2,237 $1,890 $1,754 $1,599 $1463 $1,420 $1399 $1,325 $18811
127+ 110+ 237
s Interest and profits from in par certificates (shown separately but INCLUDED in totals)
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